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THE GREENBACK AND THE GOLD STANDARD. 

BY THE HON. MARRIOTT BROSIUS. 



It is a matter of deep public concern that many of the pro- 
posals to reform our monetary system include the retirement of 
the legal-tender notes known as " greenbacks," and the issue in 
lieu thereof of National Bank currency ; and it brings into the 
field of public interest and discussion the question how 
this would affect the gold standard. While many of the com- 
plaints made against the greenbacks are grotesque enough to sug- 
gest the celebrated complaint of Sydney Smith against the solar 
system, when he said to his friend Jeffrey: " D — n the solar 
system ; bad light, planets too distant, pestered with comets, 
feeble contrivance, could make a better with ease" — yet they raise 
a real question which requires grave and considerate treatment. 

We will, perhaps, agree that it is requisite to the general tran- 
quility and prosperity that we not only be able to maintain the 
gold standard, but that the people have faith that we will do so. 
As practical legislators we must deal with the question in this 
twofold aspect. Any proposal that does not command popular 
belief in its efficacy will be disquieting ; while it is desirable, as far 
as possible, to compose the public mind. It is doubtful, indeed, 
if our malady will yield to any treatment against the dead weight 
of the people's lack of faith. 

To maintain the gold-standard requires the command at all 
times of gold enough to liquidate our gold obligations as they 
mature. This requirement, easy as it is ordinarily, under cer- 
tain conditions is extremely difficult, under some impossible. 
For example, under the conditions which prevailed from the 
resumption of specie payments down to 1892, a period of thir- 
teen years, it was free from difficulty. On the first day the 
Resumption Act was in operation the current of gold set in 
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the direction of the Treasury. At the close of business on 
Monday, the second day of January, 1879, this message came 
to the Secretary from the office of the Sub-Treasurer 
in New York: "$135,000 of notes presented for coin and 
$400,000 of gold for notes." By 1887 our Treasury was richer in 
gold than any other in the world. Down to 1892 the gold move- 
ment was toward this country. The influx was so constant and 
so well assured that a depleted reserve was a thing undreamed of. 
It was realized, however, when conditions supervened which 
would have caused it under any possible currency system, and 
neither our greenbacks nor our banking system had any more 
agency in bringing it about than had the Turkish massacre of 
Armenian Christians. 

Under conditions of commercial freedom and while the normal 
operation of the laws of exchange are uninterrupted,the distribu- 
tion of gold among the gold standard countries is effected chiefly 
through the agency of price. If there is a dearth of gold in one 
country, the contraction of the money volume causes a fall in prices 
and a rise in interest which stimulates exports and attracts gold to 
replenish the stock and restore the equilibrium. This is the 
simple theory time out of mind, promulgated by political econo- 
mists. 

This automatic method of securing to each country its 
share of money may in practice undergo modifications due to 
modern extension of credit, the collection of customs duties, and 
the difference in the situation of debtor and creditor nations; but 
these considerations may be omitted for the present. 

Under the modern regime of banks and credit currency, 
most nations find it convenient to regulate their gold reserve to 
some extent by artificial means, and their banking systems have 
been modelled with that end in view. 

The Bank of England may stand for the European type, as far 
at least as its mode of guarding its reserves is concerned. 
Under that system this is the sequence of events : First, un- 
favorable exchange ; second, outflow of gold and depleted re- 
serves ; third, raising of discount rates ; fourth, contraction of 
currency ; fifth, fall of prices ; sixth, favorable exchange and 
return of gold. 

Those who support the proposal to relegate the issue of paper 
money and the control of redemption to the banks exclusively 
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point to the Bank of England as an example of the better way of 
protecting the gold reserve. But it is obvions enough that such 
a method would be wholly abortive in this country under our 
free banking system, because unsuitable to our conditions. To 
put it in practice would require that banks exercise unrestricted 
liberty in fixing discount rates, as the Bank of England does. This 
might result in as many different rates of interest as there are 
banks and, moreover, would abrogate all State laws governing in- 
terest rates, subject to which all discounting is done in our 
national and State banks. 

But suppose we pass these obstacles, how could the banks 
meet a situation such as we experienced in the recent panic 
which depleted our reserves ? That was a situation not amena- 
ble to the normal operation of the laws of trade under which un- 
favorable exchange tends to work its own cure. In the midst 
of our trouble the trade balance was largely in our favor, but 
oui securities held abroad came home for payment and turned 
exchange heavily against us. This unprecedented result was 
due to an unprecedented condition. Confidence at home 
and abroad was impaired in the stability of our standard and our 
ability to redeem our obligations in the money in which they 
were contracted. How such a condition came about I need 
not stop to inquire. In diagnosing a gunshot wound the sur- 
geon does not care whether the gun was discharged by accident 
or design. That inquiry is for the prosecuting attorney. The 
condition existed, and we realized for the first time that the 
economic law which regulates the distribution of money under 
normal conditions is suspended under the pressure of shattered 
credit and confidence, and that in such case the rate of discount 
does not control the flow of gold. No rate of interest will 
attract capital when there is a doubt whether the principal will 
be paid. 

Being a debtor nation, it was in accordance with every reason- 
able expectation that under such circumstances our securities 
held abroad should be presented for payment ; and when similar 
conditions recur similar results will ensue, and we will be again 
subjected to the alternative of borrowing gold or suspending gold 
payments. No scheme of banking, no form of currency, and no 
mode of redemption can avert it. 

Our annual foreign liability outside of our trade account and 
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unregistered in custom-houses amounts, it is believed, to $300,- 
000,000, made up of the following items : 

Interest on American securities 8200,000,000 

Expenditures of American travellers abroad 75,000,000 

Freights and insurance 36,000,000 

$311,000,000 

Does any one in a lucid interval believe that we could con- 
tinue any length of time to pay such a balance in gold ? Under 
normal conditions a large proportion of it would be reinvested or 
paid in exports, bat when the balance is increased by large 
amounts of securities returned, we have absolutely no recourse 
except to borrow the gold, or refuse to pay, or contract our cur- 
rency until prices fall low enough to make our foreign creditors 
prefer our goods to our gold. It is estimated by well-informed 
persons that Europe holds $5,000,000,000 of American securities. 
If we should again yield to the solicitation of the wild and weird 
money vagaries which afflict a portion of our people, and confidence 
abroad is again shaken, we cannot expect to escape another inunda- 
tion of securities which will expose us to the peril of a suspension 
of gold payments. When that event occurs, which we devoutly 
pray the good sense of our people may avert, and the question is 
exigent whether we shall borrow gold, or refuse payment, or lower 
the price of our goods and ship them off to liquidate our press- 
ing obligations, by whom shall a question of such transcendent 
moment be decided, by the government or by the private bank- 
ing corporations ? I think the united acclaim of the American 
people will answer : •< Let the government assume the duty, and 
hold on to the means of deciding a matter affecting the interests 
of all the people and the honor of the nation." 

But it is saggested that the banks are better adapted to the 
regulation of our finances than the government, and that they 
have facilities for obtaining gold that the government does 
not enjoy. Is that true ? In a crisis such as we have passed 
through, when gold had to be borrowed or bought, how could 
the banks have obtained it and distributed it in the requisite 
parcels to supply all banks that needed re-enforcement ? Their 
credit is inferior to that of the government. They, taken 
singly (and they are independent of each other), are weak in 
influence and limited in means. They can issue no bonds that 
will command the world's gold. They have nothing to give but 
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commercial assets which cannot be exchanged for gold at a time 
when people are keeping their yellow metal in safe deposit vaults. 
I recall an instance cited before the Banking and Currency Com- 
mittee, in which one man had a deposit of $240,000 in gold in a 
safe deposit vault, and others as large amounts as $40,000, and 
$50,000. Banks have no means of obtaining gold under such 
circumstances. But the government in an exigency can command 
gold from safe deposit vaults, or from the four corners of the 
globe, as long as the credit of the nation is good. With the 
reserve parcelled among 4,000 or 10,000 banks, as the case may 
be, with an export demand falling not ratably upon each, but 
unequally, the bank that could not meet the draft would sus- 
pend ; that would cause others to refuse payment. When the 
strain was on one section the banks in another would be reluctant 
to afford relief lest the stress should reach them the next day. 
The result would be that one at a time, and most likely in rapid 
succession, they would refuse gold payment. Our history is not 
without instances of specie suspension, more or less general 
throughout the country, when the banks were conducting our 
finances, and when conditions were much more favorable than 
have existed in the last four years. It is worthy of mention and 
a striking encomium on our currency system that the United 
States is the only debtor nation which is able to maintain the 
parity of all its money. I do not doubt that, but for the govern- 
ment's control of the agencies of redemption through the green- 
backs, in the last four years we would have witnessed a most im- 
pressive if not distressing demonstration of the feebleness of banks 
in such a crisis, for while we cannot say it is demonstrably clear, 
yet the antecedent probabilities strongly favor the assumption, 
that they could not have maintained gold payments under the 
pressure of conditions then existing. 

Assuming for the purpose of the argument that the banks with- 
out government aid could maintain gold redemption under 
normal conditions by the regulation of discounts, what would the 
operation be in practice ? They would raise the rate of discount, 
curtail loans, contract the currency and lower prices so as to 
stimulate exports and produce favorable exchange. No other 
mode of inviting the return of gold has been advanced by the 
friends of an exclusive bank currency. We would certainly de- 
plore the necessity of obtaining gold by that process, for it in- 
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volves the reduction of American wages excepting as they are 
protected by defensive duties. But if the currency must be con- 
tracted and prices lowered in order to secure the requisite 
amount of gold, would ifc not be preferable for that operation to 
be conducted under government supervision through the agency 
of the greenbacks ? It would be more uniform in effect and 
less incident to shocks and local disturbances. It is, 
moreover, easy of accomplishment without contravening any law 
or policy of the government as long as we have an adequate 
revenue; for the Treasury could retain the greenbacks in its 
vault temporarily, using them when conditions admitted of it to 
exchange for gold or to reduce the debt. In short, the green- 
backs in connection with an adequate revenue are an agency in 
the hands of the government for the control within limits of the 
conditions which effect the movement of gold. So that whether 
we obtain our gold by borrowing, or by the slower process 
of contracting our currency and lowering prices so as to invite 
it from abroad, the government enjoys superior facilities for 
either operation. 

From another point of view, the case leans strongly in favor 
of the greenbacks. A demand for gold to liquidate foreign bal- 
ances must be met, whether the metal is in the vaults of the 
Treasury or those of the banks. Our debts must be paid in gold 
or goods. It is desirable from a business point of view to hold 
our reserve in such form as to make it most effective in meeting 
proper demands. It is consonant with reason and every man's 
observation that a consolidated reserve is more effective than a 
distributed one. 

John Stuart Mill argues with great force that there ought 
to be a central establishment which is alone required to pay 
gold, the others being at liberty to pay their notes with those 
of the central establishment, the object being that there may be 
one body responsible for maintaining a reserve of the precious metal 
to meet any demand that could reasonably be expected to be made. 
This is the system of the United States, though it was not in 
existence when Mill wrote his great work on the Principles of 
Political Economy. It is also the English system. Our green- 
backs sustain the same relation to our bank notes that the Bank 
of England notes do to the notes of the other English banks. 
This indirect or circuitous method of gold redemption has its 
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advantages, for it hinders the process just enough to prevent the 
presentation of paper for gold on too frivolous pretexts. 

That the greenbacks make possible the "endless chain" which 
has drained our reserve is a plausible argument, but not a sound 
one, though it is advanced by eminent financial teachers. Pro- 
fessor Dunbar, in a recent article in the Quarterly Journal of Eco- 
nomics, suggests that, if the borrowing of gold was caused by the 
endless chain of notes redeemed and re-issued, it was the business 
of Congress to apply an appropriate remedy by modifying the sys- 
tem of re-issue. Does not the learned professor see that he is 
prescribing for the symptom rather than the disease ? The end- 
less chain is not the malady, but one of the manifesta- 
tions by which it is known. The malady is the 
unhappy condition of impaired confidence which sends our 
obligations home for payment. Cure that and the end- 
less chain ceases. But the professor sins against logic 
in the same way when he says : "A currency which is exposed 
to such dangers as these cannot be called safe in any proper sense 
of the word." Quite true, but neither can a man be said to be in 
good health when he is shaking with ague, but it is the ague we 
doctor and not the shaking. Equally unsatisfactory is the sug- 
gestion that all our financial difficulties could be solved 
by a properly constructed banking bill. No one has 
undertaken to explain how any possible banking system, 
in which notes are issued redeemable in gold, could afford relief 
when gold obligations greater in amount than the gold at com- 
mand are pressing for payment. When conditions exist which 
are incompatible with the safety of any kind of currency, a 
change in its form or character with the view of relief would not 
be more suitable than to change a patient's clothing to stop the 
shakes while you do nothing to cure the disease which produced 
them. Symptoms disappear with the disease which causes them. 
While the malady lasts it is better that symptoms appear, else 
the patient might die without knowing what killed him. 

Under normal conditions of faith and confidence, easily 
maintained when our people are under the dominion of right 
reason, there will be no endless chain. For thirteen years we 
had none. But when conditions supervene which require it, 
it will be created in one place or another as long as paper cur- 
rency is issued redeemable in gold. In such a case the endless 
VOL. clxv. — no. 488. 2 
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chain is the means of saving the nation's honor, for without it 
we could not obtain the gold to pay our foreign balances, and 
to condemn it when conditions require it is like condemning 
the pustules on a man's face when he has the small-pox, though 
they are the means of expelling the poison which otherwise would 
be fatal. 

If the banks have the control of redemption, the endless chain 
will draw their gold as effectually as it draws it from the Treas- 
ury. When banks redeem their paper, it is issued to the next 
man who obtains a discount, and may come back for more gold ; 
and so the chrm continues until the banks raise the rate or stop 
discounting. Indeed, the desire to escape the export of gold to 
pay our debts by breaking the endless chain betrays an insensi- 
bility to the real nature of the situation. The better way to get 
rid of the endless chain is to inspire all who have fiscal relations 
with us with a confidence in the stability of our standard that will 
induce them to leave their money in American investments, and so 
forego the demand which sets the chain in motion. 

But there is another difficulty of still greater gravity which 
seems not' to have been much considered. The government has 
undertaken, and Congress has declared it to be its established 
policy, to maintain the parity of the two metals. When we have 
retired the greenbacks and parted with our gold reserve, what 
means are left the government to perform that undertaking and 
redeem that pledge ? Having surrendered the means of per- 
formance, we must logically renounce the duty and relinquish all 
control over redemption — which is the agency through which.we 
maintain the parity of our money — and thus voluntarily abdicate 
our sovereignty over our own money. 

When this is done and the banks have assumed the responsi- 
bility, which the government has surrendered, of maintaining 
the parity of the metals, what facilities do they possess for this 
undertaking ? To keep up the credit of their notes, issuing banks 
would have to elect, as the government now does, to redeem in 
gold. They might, under certain conditions, be required to re- 
deem silver in gold. Who knows whether, with half of their 
reserves in silver, they would not redeem in white metal, either 
from choice or necessity, when paper was presented for gold to 
use in foreign payments ; and, if so, the parity would be gone 
and we would be on a silver basis, for the holder of the paper 
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would have no recourse but to go into the market and purchase 
the gold, which would at once put gold at a premium. 

With the volume of our money consisting of three nearly 
equal parts, of gold, and silver worth half its face, and paper 
worth nothing except as it acquires value by convertibility, it is 
a Herculean task, to which private institutions are wholly un- 
equal, to maintain their parity. Only the power of the federal 
government, with the people's wealth and faith upholding it, is 
commensurate with such a task. Silver is now equivalent 
to gold in purchasing power. It is held to that equivalence 
by the power of a people's faith in the nation's pledges. 
We have witnessed how at times the strongest faith 
wavered and the stoutest hearts faltered in their belief in 
the power of the government to keep the metals at a parity. 
Does any one believe in the existence of a popular faith in the 
potency of private banking corporations that would be adequate to 
the undertaking ? Is it not as plain as the way to parish church 
that while we are using silver on a gold basis with the disparity 
in value now existing, we must keep the government in a posi- 
tion to protect it or we will be liable under the pressure of a gold 
exigency quite within the range of possible occurrence to fall to 
a silver basis. 

Ours is a new country with unrivalled resources, which have 
been and will continue to be, to a greater or less extent, devel- 
oped by foreign capital. We will be a debtor nation for a long 
time. Our industrial activity, enterprise, and high rate of inter- 
est invite capital from abroad. The securities«which cross and 
recross the ocean are American securities. In normal conditions 
of confidence there will be no difficulties. Any system of cur- 
rency will do under favorable conditions, as any boat will sail on 
a smooth sea. But adverse conditions are liable to occur and 
onr system of currency should be modelled with that in view. 

The conclusion seems, therefore, irresistible that to deprive 
the federal government of the means of maintaining gold pay- 
ments and preserving the parity of all our money, and to rele- 
gate those important and responsible functions to private 
banking institutions, would be full of peril to our gold stand- 
ard, and a serious and constant menace to our financial inter- 
ests. 

Marriott Beosius. 



